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An Analysis of the Informal Labour Market in India
A. Srija & Shrinivas V. Shirke1

The Indian labour market is characterised by predominance of informal employment with more than 90 per cent of
India’s informal workforce working as self-employed and casual workers. The worrying trend is the increasing rate of
informal employment even in the organised sector. By highlighting some of the not so easily observable trends, the
article tries to argue that the challenges to informalisation are multi-faceted and that a single tool like labour reforms
alone cannot address it completely. The need of the hour is to generate an enabling environment that will develop
the urge of “formal” culture in the labour market.

T

oday the unorganised or the informal sector account for more than 90 per cent of the workforce in the country and almost 50 per cent of the
national income evolves from this sector2. Ever since
the initiation of the liberalisation policies in the early
nineties, informalisation of jobs has become a matter of concern. Growing competition combined with
increased market opportunities and limited resources
have led to the emergence of an informal economy.
The predominance of the informal sector has led to a
situation of the benefits of economic growth being concentrated among few with a growing proportion of the
population living as working poor. Though the Government changed its policy strategy to that of inclusive and
sustainable growth in the last decade, the fundamental
issues leading to growing informalisation are yet to be

targeted. In this article an attempt has been made to
look at the extent of informalisation of employment
and what could be the way out to reverse the trend towards formalization.

Trends in Formal- Informal
Employment
Formal-Informal employment is spread across two sectors viz; organised (formal) and unorganised (informal). The National Commission for Enterprises in the
Unorganised Sector (NCEUS) has defined the informal/
unorganised sector as all unincorporated private enterprises owned by individuals or households engaged in
the sale and production of goods and services operated
on a proprietary or partnership basis and with less than
ten workers. Informal workers being spread both in the
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organised and unorganised sector, the NCEUS also gave
a definition of informal workers as, “Informal workers consist of those working in the informal sector or
households, excluding regular workers with social security benefits provided by the employers and the work-

ers in the formal sector without any employment and
social security benefits provided by the employers”.
The present article uses the NCEUS definition to identify the spread of formal / informal employment across
organised-unorganised sectors.

The composition of employment in the organised vs unorganised sector was in the proportion 13:87 in 2004-05
and 17:83 in 2011-12 (Table-1) indicating an increase in organised sector employment from 13 per cent in 2004-05
to 17 per cent in 2011-12. But this increase in organised
sector employment was informal in nature (48 per cent
in 2004-05 increased to 55 per cent in 2011-12) while the
share of organised formal employment decreased (52
per cent in 2004-05 decreased to 45 per cent in 2011-12).
But in the unorganised sector the share of formal employment marginally increased from 0.3 to 0.4 per cent
and that of informal employment declined marginally
from 99.7 to 99.6 per cent. On the whole the number of
formally employed increased from 33.41 million in 200405 to 38.56 million in 2011-12 , while informally employed

increased from 426.20 million to 435.66 million during
this period.

Broad Sectoral Distribution of Employment
In agriculture sector which is the main contributor of
employment, nearly 97 per cent of the employment is
informal in nature (Table-2). But the share of agriculture
in total employment has decreased from 58.50 per cent
in 2004-05 to 48.90 per cent in 2011-12 which is indicative of the structural transformation of the sector. In
manufacturing sector the increase in share of employment was accounted for by the organised sector which
showed an increase in both formal and informal employment.
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In non-manufacturing which comprises of the construction sector there was an increase in employment across
both the organised and unorganised sector as well as
in the formal and informal sector, though the share of
informal employment was higher. The same trend was
observed in the services sector also.

ployment in the non-agricultural sector is captured. The
distribution of informal employment both in the organised and unorganised sector shows that manufacturing,
construction and trade, hotel & restaurant are the main
employment generating sectors. Informal employment
in the non-agricultural sector increased from 160.83 million in 2004-05 to 204.03 million in 2011-12, an increase
of 27 per cent.

Trends in Informal Employment in
Non-Agricultural Sector
In Table-3 the sector-wise distribution of informal em-
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Spatial and Gender-wise distribution
of Informal Employment

Informalisation almost doubled in the construction
sector where the informal employment increased
from 24.94 million to 48.92 million during this period,
with the increase being concentrated in the unorganised sector. In the manufacturing sector the increase
in informal employment was mainly in the organised
sector, while in the trade and transport sector the
increase in informal employment was evenly spread
among both sectors.

In Table-4 the workforce at 2-digit NIC (National Industrial Classification) level was disaggregated to understand the spatial and gender distribution of informal
employment.
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Reasons for Informalisation of
Workforce

In Table-4 the economic sectors selected are those that
account for more than 90 per cent share in total employment for each of the categories viz; rural males, rural females, urban males and urban females. It may be
seen that almost 98-99 per cent of the rural and urban
males and females working in the sectors of crop and
animal production, construction and retail trade were
informal workers. Among the other sectors the distribution of informal workers spatial and gender-wise was
not uniform. For instance rural males were engaged in
land transport, other services, manufacture of other
non-metallic mineral products, manufacture of wearing
apparel, hotels & restaurants etc. while more of rural
females were engaged in manufacture of tobacco products and textiles. While in the case of urban males majority were engaged in manufacture of wearing apparel, wholesale trade, furniture etc urban females were
mainly engaged in manufacture of food products and
beverages, wearing apparel, hotels and restaurants,
tobacco products, textiles, activities of households as
employers of domestic personnel. There was significant involvement of urban males and females in human
health activities sector as informally employed, while in
the activity involving working as domestic servants was
predominated by urban females (98 per cent).
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Literature indicates labour market rigidities, poor skill
levels, increasing competition from imports as the factors inducing creation of informal employment and decline of formal employment opportunities. Labour market rigidity is blamed on the multiple labour legislations
that deters the hire and fire policy. But is labour laws a
hindrance? In Table-5, a comparison was made between
State-wise distribution of informally employed in the
manufacturing sector vis-à-vis the labour reform index
which shows that even when the labour reform index
is high indicating that even in States like Gujarat where
the stringency of labour regulations was lowered by
procedural changes, simplifying compliance and limiting scope of regulations, the jobs that were created in
the manufacturing sector were informal in nature. Similar is the case with Uttar Pradesh and Andhra Pradesh.
Irrespective of labour reforms being a hindrance or otherwise, extent of informal employment was more than
90 per cent in the major industrial States. These findings
only indicate that labour reforms alone will not reduce
informalisation.
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In Table-6 the skill set of the informal workforce in the
non-agricultural sector was looked at. Nearly 23 per
cent of the workforce was found illiterate both in 2004-

05 and 2011-12. Almost 48 per cent of the workforce had
basic education only up to secondary.

It is surprising that skill levels has not seen any noticeable change between the two NSSO Rounds (2004-05
to 2011-12) except among the diploma holders and graduates where the share of the informally employed has
come down from 2.30 per cent to 1.46 per cent and
from 9.13 per cent to 8.88 per cent respectively. This

could be because with improvement in educational attainment the workforce aspires for formal jobs.

Though the self-employed accounted for a major share
of the informal employed, there was a decline in their
share by 4 percentage points (Table-7). The share of
informal employed in the regular wage & salaried category increased from 8.5 per cent in 2004-05 to 11 per
cent in 2011-12. The share of the casual employed increased marginally during this period. Thus out of the
total informal workforce, almost 90 per cent are either
self-employed or casual.

also a factor for increase in informal employment. An attempt was made to compare the trend in imports in labour intensive industries such as textiles, food processing, leather, gems & jewellery, basic metals, transport
appliances and the corresponding increase in informal
employment for the period from 2004-05 to 2011-12. As
maybe seen in Table-8 in the manufacture of basic metals where there was a 2.43 per cent increase in imports
in real terms, the corresponding increase in informal
employment was to the extent of 76 per cent.

Considering the low skill levels, the status of employment of the informally employed shows that majority
are working as self-employed or casual workers which
in turn keeps them outside the purview of the labour
legislations.

Increasing imports as a result of trade liberalization is
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To sum up, setting aside exogenous factors like increase in imports and labour laws, the area requiring
urgent intervention is skill development of the labour force which in turn would improve the quality of
the workforce as well as the status of employment.

legal framework, efforts to overcome uncertainty
in financial returns and safety nets for them as well
as their workers. This to a large extent will help to
overcome challenges to informalisation not only in
unorganised sector but also arrest growth of informal employment in organised enterprises.

Way Forward
To sum up a holistic approach is needed to address
the issue of informalisation, which to a larger part
is due to the socio-economic fabric of the society
comprising of a large number of poorly educated
labour force, traditional occupations, poor financial inclusion, combined with lack of motivation
or aspirational skills. The way forward should be:
•

Creating an ambience that would encourage even
micro and small enterprises to register and realize that this cost of formalization is coming with
benefits of access to finance, better infrastructure, market information, government incentives,
a platform for formal association, providing them

•

This in turn will inculcate a tradition of regulatory
compliance in terms of taxes and labour laws. This
will not only help to increase the tax base but also
help government finance minimum social security
cover for workers in those enterprises that still prefer to stay outside the ambit of becoming organised and providing formal employment.

•

Lastly, the trend of informalisation would see a
reversal with an improvement in skill levels of the
workforce that match the requirements of the job
market and at the same time improve the bargaining power of the workforce to settle for decent
wages, social security and job security.

(The views expressed are personal)
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